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LENDING MODEL 



1 BACKGROUND OF THE INVENTION 

2 Field of the Invention 

3 This invention relates to a lending system including a 

4 model and an attendant procedure for facilitating the security 

5 of loans made in a stabilized currency at an economically 

6 attractive interest rate to borrowing entities intending to use 

7 the proceeds of the loan in a secondary or historically unstable 
& economy, wherein the loan is satisfied by payment in the 
$r: stabilized currency and is to a large extent protected from 

lOt unstable circumstances analogous to a devaluating exchange rate 

11^ occurring within the secondary economy, by establishing a 

12;^ reserve fund and following other requirements of the lending 

liQ model and associated procedure. 
I4fl 

15^ DESCRIPTION OF THE RELATED ART 

• =■ ■ " ' ■' 

16 Even with the continued expansion of a global economy, a 

17 significant disparity between the economic stability of 

18 developed countries and underdeveloped countries continues to 

19 exist. This disparity is commonly demonstrated by the 

20 considerable difference in the cost of borrowing money, which 

21 is at least partially attributable to the political risk, 

22 inflation, fiscal policy, devaluation potential and the 

23 instability of the local currency in the secondary economies 
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1 associated with the various underdeveloped countries. 

2 ^"cJV/^ ^\ example only, companies in Latin American 

3 countrieV pay a substantially higher borrowing cost than their 

4 competitors\in the United States and other developed countries. 

5 Local banks inNsuch secondary economies must pay a substantially 

6 higher interest isate to depositors in their countries in order 

7 to keep the depositSLng clients from changing their assets from 

8 the local currency tbi US dollars or other hard currencies. 

9 Therefore, borrowers at \he local banking institutions have to 
Itfi psy their loans at a much\higher interest rate than in the 
liy United States or other countries enjoying low political risks, 
iS stable economies, sound fiscal\ policies and reliable and a 
lifj stable uuii 'tL ^ii U Y- . 

l4. In addition to the above there is usually the fear of 

1^ accelerating devaluation as occurred in the two Mexican crisis 
of 1985 and 1994, which were universally recognized as the 

iS result of inappropriate economic policies. This type of 

18 economic instability is frequently present in underdeveloped 

19 countries even when the local currency thereof is relatively 

20 stable. The result, as set forth above, is a constant and 

21 significant difference in the cost of capital in the secondary 

22 economies and the more stable economies of the developed 

23 countries. 

24 ^^^^^1^ B^Trmts-e — o f^ the differences in the cost of borrowing and 

25 therefore the cost of doing business ,a""mirTiB^T-"'-o4--^^ or 
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other borrowing entities associated with the economies of an 

2 underdeveloped country are often times willing to take the risk 

3 of borrWing at a lower interest rate in a stable currency, such 

4 as but not\limited to the US dollar. Further by way of example, 

5 the difference in borrowing costs may be between a 9.5% lending 

6 rate in US dolJ>ars versus a 22% lending rate in the local 

7 currency of a secondly economy, such as the Dominican Republic. 

8 The obvious attractioo to the borrowing entity is the 

9 significant decrease in th^ cost of the borrow money. The 
1(Q willingness to assume risks by^those borrowing US dollars, or 
IM other hard currencies, is usuallyNcLore prevalent during periods 
1^ of relative economic stability in the\;elated secondary economy, 
lifj when the local currency is stable versuk the US dollar. More 
IfU specifically, companies may be willing tov take the risk of 
l!^ devaluation of the local currency, which typical^ is the result 
l.'dJ of an occurrence of an economically unstable even\ for period 

time. 

18 ^^^H^^weyer, when severe devaluation does take place, a company 

19 or other bo^^-sQwing entity that has assumed loans in US dollars 

20 are suddenly facea^o?i^ substantially higher debt payments, in 

21 terms of their local deva^is^^ currency, even when inflation 

22 increases local prices. This infl^4;ionary rise in prices most 

23 often does not off-set the increase^3\obligations of the 

24 borrowing entity that must be met in US^'-liQ^ars, which 

25 ultimately is paid for in local currency converted to US^dollars 
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1 uXing a new, devalued exchange rate. Therefore, the risks of 

2 borrowing a hard or stable currency at a lower interest rate are 

3 realized when an economy suffers a rapid devaluation of the 

4 local cur^ncy, inflation and/or a contraction of economic 

5 growth. The K^sulting economic damages to the borrowing entity 

6 are normally del&aulting or renegotiating loans made in the 

7 stable currency or TSshe bankruptcy of the business or venture 

8 associated with the borisowing entity. In addition to the above 

9 and perhaps most importanisly, because of the above described 
KE "devaluation risk of the exchal^e rate", financial institutions 
ly in the United States and other developed countries do not want 
1^ to finance, through loans, numerous commercial ventures in 
l||j countries characterized by high intWest rates for local 
lfi=. currency loans. As a result lending institutions in developed 
1^ countries which deal in stable currencies, ss^h as the United 
li|J States, have a tendency to ignore a significant portion of the 
1^ t'^'^Tn^rri ^1 landin g market. 

18 ^^^^(i^'^ v^^Jhen a borrowing and lending operation takes place, the 

19 interest r^e charged should reflect the risk involved in the 

20 business. As ax^rther example, if one borrows US dollars but 

21 invests in a pro j ect^isa Mexican pesos, the risk involved should 

22 reflect the risk of doing biJ^sq^ess in the Mexican economy rather 

23 than the lower cost of borrowing a stable currency from a 

24 fundamentally sound economy. This mis^^sl^ is commonly made when 

25 a loan is secured in a stable currency becaus^^^t^ie interest rate 
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1 ^^cT^arged are lower, the borrowing entity taking the devaluation 

2 risk/\calculates that it can assume business or commercial 

3 projects vl^iih relatively low opportunity costs of capital. When 

4 borrowing entib<es of this type prepare a profitability analysis 

5 using interest ratb^ of developed countries which deal in a 

6 stable currency, conventional financial tools including ''net 

7 present value" and ''internalN;;ate of return" are used. However, 

8 when the cost of doing business^^ making a loan is determined 

9 in terms of the lower cost of borrowing a stable currency, the 
lOn results do not reflect the true financr^ and economic risks 
1X.\ involved in the event of the occurrence of anN^stable event in 

IT} 

12K the secondary economy. 

1?^ Nb^;inally the high interest rate in a local currency reflect 

IC, the risk o^doing business in that country. Risks in lending, 

1^ inflation exj^^ctations, political and economic stability are 

I —5. 

isn common factors \affecting real rates of interest in 

I'D underdeveloped countr^s. Accordingly, when a company borrows 

18 in order to invest in as^^project or business, the currency 

19 borrowed is normally the same as the currency invested. That is 

20 if a company borrows in Mexican pfe^sos the money is invested in 

21 a Mexican business. The borrowing\and lending operations 

22 reflect the risk of business in the lob^ currency of that 

23 country. If a company is importing goods from^^ie United States 

24 to Mexico and borrows Mexican pesos in order to bl^K dollars to 

25 pay the foreign supplier at the peso interest rate of borrowing, 
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1 t^Kat company is taking the exchange rate risk into consideration 

2 with is^spect of the US dollar. However, if devaluation occurs 

3 it would nts^t likely cause an increase in the Mexican prices. 

4 The devaluatiorts^ill probably result in sufficiently higher 

5 prices to off-set th^v<^valuation cost that the Mexican company 

6 is paying in the higher lD^lsi;^wing costs of the Mexican interest 

7 rate. The Mexican company mu^^L calculate its profitability 

8 calculations with the Mexican inter^^ rate, there by more 

9 accurately reflecting its "net present v^lue" and ''internal 
10% - ratoc of rcturn"^^ . 

li!^ l5^o^^ B^h^^d on the factors and risks involved in borrowing stable 

1^ currenciesN^rom developed countries for use in secondary or 

13h unstable econorttles, there is a significant need for a unique 

14^ lending system whicnN^ercomes the well recognized problems and 

1^ disadvantages of the typ'Sv set forth above. Such an improved 

iSfj system should comprise a lerMing model and/or procedure for 

I'Q making loans in a stabile currency>s^n a manner which protects 

18 both the lending entity and the borrowihq entity, particularly 

19 when the proceeds of the loan are to\be used in an 

20 underdeveloped country and/or secondary, potentially unstable 

21 A donomy. 
22 

23 SUMMARY OF THE INVENTION 

24 ^^l^i^^"^ Tt^^ invention is dir ected towards a system for 

25 making secure loans and includes a — jreft dina . model and an 
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1 a'^ociated procedure. More specifically^ the lending system of 

2 the p^sent invention is specially adaptable for making loans in 

3 a stabii\zed or "hard" currency, which normally represents the 

4 national cusrrency of a developed, stable government practicing 

5 safe fiscal p^icies. Moreover the lending model and procedure 

6 of the system or\.the present invention is specifically, but not 

7 exclusively, designed for making loans of stable currency to 

8 borrowing entities utaat will utilize the loan proceeds in 

9 underdeveloped countries, or what may be referred to as a 
IcR secondary economy. The tesrm "secondary economy" is meant to 
lj;= describe various economies throughout the world, which are 
lis normally associated with underdeveloped countries and which 
13^! historically have a potential \ f or fiscal and monetary 
14^ instability, including inflation,\ devaluation, political 
1^ instability, etc. Because of the asforement ioned economic 
101 instability the underdeveloped countries asre confronted with a 
IJj considerable difference in the cost of borrowing money in the 

18 local currency associated with the secondary economy, from the 

19 cost of borrowing a stable currency, from a developed country. 

20 The high interest rates attached to loans made oSn a local 

21 unstable currency, reflect the risks in that country^ of the 

22 aforementioned unstable conditions which are common factors 

23 affecting the interest rates in such underdeveloped countries. 

24 ^Y^o\ ts[ttmexo.u g_ borrowinj ^ntities present or doing business in 

25 secondary economies of the type^ as s^L^ orth abov o — are rrediJ- 
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1 wds^hy, and of course recognize that the lending interest rate 

2 forVaking loans in a stable currency is significantly less than 

3 the h\qher interest rates for making loans in a local currency 

4 in the ^ountry or region in which they are doing business. As 

5 a furtheX example, the difference in borrowing costs may be 

6 approximatesLy 9.5% in US dollars versus a 22% lending rate in a 

7 local currency, such as the Dominican pesos of the Dominican 

8 Republic. SuchNlower interest rates of stable currency loans is 

9 of course very attractive to a business, particularly in times 
iPn of economic stabilit\ in the underdeveloped country or secondary 
11": economy associated therewith. In such times, the local currency 
12S is stable versus the AmerHx;an dollar and many borrowing entities 
13^, may be willing to take they ^'devaluation risk". However, the 
14L^ lending model and procedure, of the system of the present 
1^ invention overcomes a potentially disastrous result when a 
IGPi crisis or period of instabilityX occurs within the secondary 
I'O economy of the underdeveloped courrtries. During such crisis 

18 situations, it is typical for the locaSl currency to be devalued, 

19 inflation to be rampant and the overall commercial or economic 

20 base of the underdeveloped country to contract. Accordingly, 

21 companies or other borrowing entities that have made loans in US 

22 dollars or other stabile currencies, Suddenly face a 

23 substantially ^'higher" loan payment since Vhe company or 

24 borrowing entity in the secondary economy is mostNprobably doing 

25 business in local currency. While the inf lationary^environment 
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1 ^^^^rsists in the secondary economy, local prices increase but 

2 conmonly do not offset the increased value of the loan 

3 obligation in light of a new devalued exchange rate, between the 

4 local cbixrency and stabile currency in which the loan was 

5 consummateos. In addition, a secondary economy suffering from 

6 rapid devaluaision and inflation together with a contraction of 

7 the demand forNgoods and services, collectively affect the 

8 borrowing entity. Therefore, under such conditions it is common 

9 for a loan, existing in the stabile currency, to be defaulted or 
IQq re-negotiated or, alternatively the business or borrowing entity 
llj declares bankruptcy. As Aresult of the above, lending entities 

in developed countries whicrk enjoy a stable currency and strong 

IJ^ economy are reluctant to assumfe the devaluation risk associated 

14^ with granting borrowing entiti\s in secondary economies, a 

1^" stable currency loan. Accordingly^ significant segment of the 

1^ potential money market is lost to su^ lending entities which 

1=0 deal in a stable currency. Therefore, \ri utilizing the lending 

18 model and procedure of the presents invention lending 

19 institutions dealing in a hard or stable currvency and willing to 

20 grant loans at a first, relatively low interest rate can 

21 significantly expand their financial services and markets to 

22 secondary economies having a normally high lending iSaterest rate 

23 and a substantially low or minimum devaluation ri\k of the 

24 exrhang.©— ^^p^ 

2 5 ^^^^^"^^^ ,1 endi n^r---nY^t^m tFiS — ]=HP ^qfint -invention c ompri ■c;pc; 
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1 ^^^r^tmiing model and associated procedure, wherein a lending entity 

2 dealNlng in a stable currency enters into a loan agreement with 

3 a borrowing entity for use of the loan proceeds in an 

4 underdevelt)ped country or secondary economy. Further, the loan 

5 agreement stipulates that the principle of the loan will be paid 

6 to the borrowirrig entity in a predetermined stable currency, such 

7 as US dollars, an<^ the loan will be satisfied in the same stable 

8 currency. However,\one feature of the present invention is the 

9 creation of a reserve fund for the purpose of facilitating 
lOg satisfaction of the \loan or more specifically partial 
li"; satisfaction or payment orvan amortization schedule agreed upon 
12S for the satisfaction of the JSoan. The aforementioned devaluation 
13^, risk, which may result uporK the occurrence of periods of 
14L, instability in the secondary economy, is significantly reduced 
15^ or eliminated since the principalX of the reserve fund will be 
1^ used to make up for any def icieircies or inability of the 
IIQ borrowing entity to make the payment\ in accordance with the 

18 ^amortization tJChedcrie . 

19 ^O^^^^^^^^vf f^^ther example, a company in the Dominican Republic 

20 has a commohJ^ available lending interest rate of 22% whereas in 

21 the United State^X;^e commonly available lending interest rate 

22 may be at a signif icarrbi^reduced rate of 10%. The company or 

23 borrowing entity wants to tal^^^advantage of the lower interest 

24 rate in the United States and tnfes::^y increase its profit. 

25 Accordingly, the borrowing entity in the secondary economy 
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1 ^.^iters into a loan agreement with the lending entity in the 

2 Uniu^ States or other secure economy based entity, wherein the 

3 loan is^^tablished at a lending rate equal to or at least 

4 partially ba^^ on the commonly available lending interest rate 

5 in the United Star^^. However, for purposes of establishing the 

6 aforementioned reserve'^nd a portion of the outstanding loan is 

7 amortized, by either a onH. time payment or a plurality of 

8 periodic payments, payable in US^dollars, at the higher, local 

9 interest rate commonly available in rbe secondary economy. 

1Q3 ^^'^ reserve fund is thereby derived from the difference 

13!j between\the higher amortization payment, made at the higher 

1^ interest isate associated with the secondary economy and the 

1^, amount of tlrfe lesser payment, amortized at the lower interest 

14^ rate associated\with the stable currency and at which the loan 

1^ was actually estarslished . The amount of the reserve fund will 

1^ be predetermined anck based on a number of factors including 

llD historical and currem: economic factors which affect the 

18 stability of the secondary economy as well as the size of the 

19 loan. Therefore, the reserVe fund is established to protect 

20 both the lending and borrowing\^^entities against the hardships 

21 resulting from severe devaluation of the local currency and 

22 contraction of the local economy by\proper structuring of the 

23 amortization schedule. The amortization\chedule could typically 

24 require the first 9 or 10 monthly payments^ on a ten year loan, 

25 to be made to the lending entity at the higtaer interest rate 
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1 commonly associated with the secondary economy. The excess 

2 money between the payments at the higher interest rate and the 

3 amoVit of payment which would be due at the lower interest rate 

4 and a^ which the loan was actually established, will be 

5 accumulated to build the aforementioned reserve fund to the 

6 point where^the devaluation risk has been significantly reduced 

7 or eliminated^ in the event of economic instability or crisis 

8 occurring in me secondary economy. On a ten year loan 

9 amortized by monthly payments, a first debt service can comprise 
lig the first 9 or 10 months amortized at the higher interest rate 
ijj associated with the secondary economy. Thereafter, the agreed 
1^^ upon amortization scheoiile can define a second debt service 
ijj] comprising a plurality oiv monthly or other periodic payments 
1% amortized at the lower interest rate at which the loan was truly 
i;S;' established. It is to be en^hasized that the length of the 
1^^^ first debt service, in terms oK monthly payments amortized at 
1® the higher interest rate associated with the secondary economy, 

18 may vary and is of course not limiteos. to the nine or ten monthly 

19 payments, as indicated above. However, it is also to be 

20 emphasized that the safest application o\ the lending model and 

21 procedure of the present invention incluotes a debt service of 

22 sufficient length or being defined by a sirfficient number of 

23 monthly payments, at the higher interest rate\associated with 

24 the secondary economy, to overcome a "worst case^ scenario in 

25 terms of the occurrence of a financial crisis. The iVnding model 
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1 a^i^^^^^^^^^ associated procedure of the present invention also 

2 contetolates a situation where the first debt service lasts over 

3 almost tn^entire length of the loan. More specifically, the 

4 first debt se^ice could comprise a plurality of periodic or 

5 monthly payments ,^^orti zed at the higher interest rate of the 

6 secondary economy ana\lasting over a majority, if not all, of 

7 the monthly payments uh4;il the loan is satisfy. Upon 

8 satisfaction of the loan, or a^some predetermined point prior 

9 to the loans conclusion, the amoWt of the reserve fund is 
IC^ returned as profit to the borrowing enrSlty. 

ij:^ ?s^^f)art of any and all of the above scenarios, the 

l2ii dif f erenceNin the amount of payments between amortizing the debt 

13^: over the first\or higher interest rate and the second or lower 

14 interest rate, serVes to create the aforementioned reserve fund. 

1^ However, regardless of^she size of the reserve fund created, the 

iSfl amount of the reserve fuhd is eventually returned to the 

I'Q borrowing entity as a financa>al benefit or profit, either 

18 periodically over the coarse of the r>aan or at the end thereof, 

19 as may be predetermined and negotiated a^4;;^een the borrowing 

20 entity and the lending entity when the loan is B^tablished. 

21 The;.^^^^lending system, including the lending model and 

22 procedure of^^y^^ present invention, as described in greater 

23 detail herein, may^t^o significantly reduce or eliminate the 

24 requirement for a security ofe^^^it normally demanded by lending 

25 entities in developed countries^"&rom the borrowing entity 



13 



F:\MM\PAT\APP\1.919.00 PA 

1 N^^sociated with undeveloped countries, wherein the security 

2 depos^t<is typically equal to 100% of the amount of the loan. 

3 The reducti^^v^or elimination of such a large security deposit 

4 will no longer be net>e^ary since the devaluation risk has been 

5 significantly reduced or eliTnijg^ted by the establishment of the 

6 reserve fund. Therefore the liquia^5^s^ts normally assigned to 

7 fund the 100% security deposit are not nee^^. 

8 ^^^^^^ Wh^l\considering or determining the credit worthiness of a 

9 borrowing enb^y, utilizing the lending model and procedure of 
iM the present invenbi^, a credit analysis should be based on the 
i;tj normally higher lending^^O^terest rate of the local currency of 

the secondary economy witn\s^ich the borrowing entity is 

1:5: involved. In addition, a prof itaba>ilty schedule of the benefit 

1-4 of the borrowing entity can be determinet^^hen establishing the 

1--B loan in the stable currency at a significantly lower lending 

l^H ift ^rest rate -r 

Iffi ^^'^ another scenario which is incorporated within the 

18 spirit ana\scope of the present invention includes the 

19 possibility of aNlending entity, dealing in a stable or hard 

20 currency and willing^^^ provide loans at a relatively low 

21 lending interest rate, does^^&o to a borrowing entity within a 

22 secondary economy at a somewhat hi5>tier lending interest rate or 

23 "mark-up" in fees, etc. This scenaribsexists primarily when 

24 there is a minimum risk of a devaluation of\t;lie exchange rate, 

25 between the stable currency and the currency ofV^the secondary 
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1 eL.uiioiay, bcrghBd at 1p ast in p art on historical as well as current 

2 political and economic conditions of the seconaary^-e^nomy . 

3 These and other objects^ features and advantages of the 

4 present invention will become more clear when the drawings as 

5 well as the detailed description are taken into consideration. 
6 

7 BRIEF DESCRIPTION OF THE DRAWINGS 

8 For a fuller understanding of the nature of the present 

9 invention, reference should be had to the following detailed 
1*(^ description taken in connection with the accompanying drawings 
ll] in which: 

1^ V^^^^ Ki^^j^j^ ^ is a schematic represen ta L luU Jm - flov/ — chart — i orm 

13=; o^-"^=gx leasL one emooaimen-c e r f Lh u len d ing cyctem th^ present 

14 inventj/oTHr 

1^ ^^vf^-g-i uij I' <-i Pi ■qrTrj=mwM-r rpprp.spnt at ion in flow chart forn\ 

1^ of at lea^^one other embodiment of the lending system of the 

17H present invent^Xm. 

18 Like reference numerals refer to like parts throughout the 

19 several views of the drawings. 
20 

21 DETAILED DESCRIPTION OF THE PREFERRED EMBODIMENT 

22 ^^^I^Vr invention is directed towards a lending system 

23 including a^i^^iding model and a procedure associated therewith 

24 for establishing sectrs^loans between a lending entity and a 

25 borrowing entity, in a stable ctrT^«:^ncy, wherein the proceeds of 
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1 ^^(i^ loan are to be used in a secondary economy. For purposes of 

2 clarity reference will be made to one or more examples wherein 

3 the st^le economy is represented as US dollars, the lending 

4 entity is\located in or associated directly with the United 

5 States, the \secondary economy is that associated with the 

6 relatively underdeveloped country of the Dominican Republic and 

7 the local or natic^nal currency of the secondary economy is 

8 represented in Dominican pesos. It is emphasized however, that 

9 the lending system of the^present invention is not limited to a 
itf specific developed country, s±able currency, secondary economy 
IJi or local or national currency\associated with the secondary 
iSf economy. Further, the lending sysr^ incorporating the lending 
l\p model and associated procedure of the present invention may also 
14 be applied to lending situations whicn\ are not necessarily 
1S3 between a lending entity associated with a \table currency and 
1@1 a borrowing entity associated with a secondary e^conomy, as will 
1^ J:ia--e xplaiiied in giealei detail hcr-^: in na f 

18 'i^^^'^^^^h reference to the accompanying Figures, a lending 

19 entity geh^ally indicated as 10 is located in a developed 

20 country such a^s^ but not limited to, the United States and 

21 generally indicateo^^ 12, wherein loans are typically made in 

22 US dollars. A borrowing^^t ity , generally indicated as 14, is 

23 located or directly associatea^^^th a relatively underdeveloped 

24 country, such as the Dominican RepuD^a^c comprising a secondary 

25 economy, as explained in greater detailetiv herein . Both the 
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1 ijTiderdeveloped country and the secondary economy are 

2 collb^ively represented as 16, Further by way of example the 

3 common ly^^a liable lending interest rate for credit worthy 

4 borrowers wil]Nk^ defined as a first interest rate and will be 

5 generally referred r-^i^^^as 10%. To the contrary, due to the 

6 historical economic instability of the underdeveloped country 

7 and the secondary environmervbx,^16, the commonly available 

8 interest rate is 22% and will hereinaS4:er be referred to as the 

9 s ve o ud "Inre'rest rateT" 

itf ^l^-^"^ lending entity 10 and the borrowing entity 14 enter 

iS; into a iWn agreement as at 18. An important part of the loan 

1^ agreement Pfi is that the resulting loan between the lending 

1^ entity 10 and the borrowing entity 14 will be made in the stable 

14 currency or US doll^tsTs associated with the developed country 12. 

1^ Similarly, the loan wall be re-paid or satisfied by the 

Igi borrowing entity 14 in theNsame stable currency. As a further 

itih part of the loan an amortizati>sm schedule 20 is established and 

18 agreed upon. In accordance witn\the established amortization 

19 schedule 20, satisfaction of the loansjnay be made in accordance 

20 with what may be generally referred to as a first debt service 

21 22 and a second debt service 24 respectfully. 

22 ^^^\^As-s.,s^ forth above, in order to protect both the lending 

23 entity 10 and tPre-J^^orrowing entity 14 against a devaluation risk 

24 associated with the ec^ocQlc instability of the secondary 

25 economy 16, particularly when the J^©4n is made and intended to 
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1 isje satisfied in the stable currency of the developed country 12, 

2 a r^erve fund is established as at 26 in order to aid the 

3 borrowih^entity 14 in the satisfaction of the loan or otherwise 

4 helping or^\f acilitating satisfaction of the agreed upon 

5 amortization sch^ule, including the one or more payments 

6 associated with the r^st debt services 22 and the one or more 

7 payments associated withs^the second debt service 24. The 

8 reserve fund 26 is intended t^Nbe accessed upon the occurrence 

9 of economic instability^ generally\indicated as 28 or other 
1^ economic factors which derogatorily affebt the ability of the 
i;f; borrowing entity 14 to make the one or more payments associated 
iS with either the first debt service 22 or the second a^t service 
1$ Tt-. 

14 ^C^^ N^ccordingly , upon the occurrence of a crisis event or a 

1&\ period o^ economic instability 28^ the reserve fund 26 will be 

Ife accessed ana\paid, as at 30, to the lending entity 10 in whole 

1% or in part, as nfe^ed, in order to accommodate the amortization 

18 schedule 20. More specifically, each or a portion of each of 

19 the payment or payments opining the first debt service 22 or 

20 the second debt service 24^^ provided in the amortization 

21 schedule 20, may be satisfied ^fe^ the reserve fund or a 

22 proportionate amount thereof as needed >s^However, when the loan 

23 is completely satisfied as at 40, without\the occurrence of 

24 economic instability 28 and provided that the bOTSvTowing entity 

25 14 is able to perform in terms of the amortization sbt^edule 20 

18 



F:\MM\PAT\APP\1.919.00 PA 

1 as provided by the first debt service 22 and the second debt 

2 se2rv^t<je 24, the reserve fund 26 will be returned to the 

3 borrowing^^e^tity 32 as a financial benefit or profit. The 

4 borrow entity r4\is thereby given the benefit of the full 

5 financial advantage of e's<^lishing a stable currency loan at a 

6 significantly reduced first ir^b^^st rate, while at the same 

7 time eliminating the devaluation risk^x^f the exchange rate to 

8 both the lending entity 10 and the borrowing>e4:vtity 14. 

9 ^^ause of the important protective features offered by the 
IpS establisnhi^ent of the reserve fund 26, the accumulation of moneys 
iri from which tf^e reserve fund is derived is important. It will be 
li% recalled that tFve loan agreement 18 specifically called for the 
13^ loan to be made byNihe lending entity 10 to the borrowing entity 
14i^ 14, in the stable cursrency, such as US dollars. Similarly, at 
1^ least one embodiment of the lending system of the present 
16J1 invention provides that thevloan agreement 18 establishes that 
173 the satisfaction of the loan\/ill be made in the same stable 

18 currency. Importantly, the loark of stable currency will be 

19 established at an agreed upon relat;ively low first interest 

20 rate, at least partially based on a comRnonly available lending 

21 interest rate of the stable currency wrt^in the developed 

22 country or stable economy 12. However, the cr^it analysis of 

23 the loan should be also based on the high second \nterest rate 

24 of a local currency of a secondary economy. Since tnbv terms of 

25 the loan should comply with the borrowing entity's abiri^ty to 
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1 ^^na^^_tii€ — ±T7HTr''Vithin the local — econoiulc — ooiiUiLi ui i - a — ei the 

2 secondaryectmomy . 

3 \I n accordance with the example that was outlined above, the 

4 first interest rate would be represented as 10%. However, in 

5 order to ac^mulate sufficient funds to facilitate satisfaction 

6 of the loan, a^ at 40, even upon the occurrence of periods of 

7 economic instabirity 28 within or affecting the secondary 

8 economy 16, the amortization schedule creates what may be 

9 generally referred to as \he first debt service 22. The first 
l^pj debt service requires a sin^v|^ payment or alternatively, a 
li';; plurality of periodic payments to\be made at a second interest 
12^ rate. The second interest rate is a^least partially based on 
13^' a commonly available interest rate for loans in the local 
1^^ currency of the secondary economy 16. The representative second 

i jitoro G t ra^u would L c--221^ 

l$n ^^i^t^ T^^i^ef ore, the accumulation of sufficient moneys to 

11^ complete tKe reserve fund 26 would be based on a first debt 

18 service 22 coiT^>rising one or a plurality of periodic payments 

19 based on amortizatib^i of the loan at the second, higher interest 

20 rate. The reserve funbsis then derived from the difference 

21 between the higher payment\^ortized at the higher second 

22 interest rate and the amount of as^lesser payment amortized at 

23 the lower first interest rate, at whibk the loan was actually 

24 established. When the amount of the rese^;ve fund reaches a 

25 predetermined value, the amortization schedule z<l provides for 
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1 ^^^'^ tl^e instigation of the second debt service which most preferably 

2 is rn the form of a plurality of periodic payments, which will 

3 amortiz^ the remaining portion of the loan at the lower, first 

4 interest ri^te which, as set forth above, was the true interest 

5 rate at whichN;±ie loan was established. Accordingly, during the 

6 payment of the f\rst debt service 22, the amount of a monthly 

7 payment associated therewith which is equal to an amortization 

8 payment at the lower, f^lsrst interest rate, will be applied to 

9 the loan. The excess mon^, or the difference between the 
iCfi payment amortized at the f irst\interest rate and the greater 
lita amount or payment amortized at the s>econd interest rate will be 
1^ attributable directly to the reserve risind. 

13^^ Nt'"^ ^ forth above the amount of the reserve fund should be 

14^ predetermined and be sufficient to facilitate satisfaction of at 

1® least a po3rb>ion of the amortization schedule, comprising either 

lOl the first debt s^vice or second debt service. Determination of 

IIQ the actual amount ofv the reserve fund should be based at least 

18 partially on the amounu\of the loan and the stability of the 

19 secondary economy. Furthe^, in determining the economic 

20 stability of the secondary econoJt^ both historical and current 

21 economic conditions must be conside^"^. However, the lending 

22 model of the present invention suggests^S to 10 monthly loan 

23 payments, as described in greater detail here4^, since it is 

24 meant to cover the worst possible scenario and the^>^y provide 

25 added safety to both the lending and borrowing entit>ss^ For 
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1 ^r^^ example, the amortization schedule can typically provide for a 

2 ten y^Bx loan amortized over a plurality of periodic payments, 

3 such as morrbt^ly payments, wherein approximately the first ten 

4 monthly payments w^oojJ^d be based on the amortization of the loan 

5 at the second, higher irrbe^st rate. Upon the establishment of 

6 the predetermined amount in the^Nceserve fund 26, the remainder 

7 of the monthly payments would be basebssupon an amortization of 

8 the loan at the lower, first interest rate>s^hich is the true 

9 interest rate at which the loan was originally esT>ablished. 

lE ^^^^^ "j;© further illustrate the advantages of the lending system 

IT: of the present invention an approximate exchange rate between 

1^ Dominican p^sos and U.S. dollars of 16.5 to 1, will be assumed. 

13F The example wrll further assume a cost of borrowing at the low 

14 first interest rate of 10% of the stable currency and a second 

1^ high interest rate \^ 22% of a local currency of a secondary 

16|1 economy, for a 10 yeaX^ loan in the amount of US$10 million 

lj5 dollars, with monthly payments. The monthly payment at 10% 

18 first interest rate is US$13Ss/ 150 . 74 compared to US$206,696.88 

19 at the 22% second interest ratX. A difference of 56.41%, or 

20 US$74,546.14 per month thereby exists. The higher monthly 

21 payment amount is continually paid fbx a predetermined number 

22 of payments (first debt service), until tXe total amount of the 

23 reserve fund has been established, even \though the local 

24 currency exchange rate and economic conditions Osf the secondary 

25 economy remain stable. Thus, the monthly difference of 
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1 03^74,546.14 ($206,696.88 minus $132,150.74) is used to 

2 establish the reserve fund. The amount of the reserve fund 

3 becomes an additional benefit or "profit'' to the borrowing 

4 entity if th^\reserve fund is never utilized, since the reserve 

5 fund is returnea\to the borrowing entity, if the secondary 

6 economy remains stablex^ The lending model and procedure of the 

7 present invention convertsXhe devaluation risk of the exchange 

8 rate between the first interest'X^te of a stable economy and the 

9 second interest rate of a secondais;y economy into generally 
ibi additional financial benefits and/or pr^^ts to the borrowing 
1^' entity . 

Obh^r factors to be included in the lending model and 

13F procedure orX^e present invention comprise a variation in the 

14 number of payment^\of the first debt service, as well as when 

15 the amount of money acctmiulated in the reserve fund is returned 
16|i in whole or in part to the bb^s^wing entity. Such factors may 
17^ differ, dependent on the circumstanbas of each loan and may be 

18 predetermined and negotiated at the ^fci^me the loan is 

19 p.si-^h1 i .qhfid . 

20 ^^C^ ^s^^hould also be emphasized that payment of the first debt 

21 service carN^ made in a single payment rather than a plurality 

22 of periodic payments^^^^^^^^^l^ a single payment is made to satisfy 

23 the first debt service 22-^s^he^if f erence in the amount of the 

24 payment between amortizing the To-an at the second, higher rate 

25 and at the first, lower interest rate wbtiid be the basis from 
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1 w^ich the reserve fund 26 is derived. Alternatively, the lending 

2 system, including the lending model and procedure of the present 

3 invention also contemplates a scenario wherein the first debt 

4 serviceA comprising a plurality of periodic payments at the 

5 second or Kigher interest rate, lasts over at least a majority, 

6 if not the entire loan. At the end of the loan or at some 

7 predetermined point prior to the loan being satisfied, the 

8 resulting reserveXfund or a portion thereof is returned to the 

9 borrowing entity asNprofit. The lending system including the 
Xl lending model and procedure of the present invention also 
ijl: includes an additional modification of this embodiment. More 
i% specifically, the additional modification comprises the pre- 
1% established or pre-negotiateH^^ amount of the reserve fund being 
14 paid as a single payment by the borrowing entity. The loan 
W would then be amortized over a plurality of monthly or other 
is periodic payments, all at the secoW higher interest rate for 
13 the life of the loan, in accordance wVh the first debt service 

18 as set forth above. The excess money xaccumulated due to the 

19 borrowing entity 14 paying all of the periodic payments at the 

20 second higher interest rate would eventuaJsly be returned as 

21 would the unused reserve fund, to the borrowing entity, upon 

22 satisfaction of the loan or at another pre-negotiyated time. An 

23 advantage to the borrowing entity would be the abilVty to deduct 

24 the second higher interest rate payments over the ISLfe of the 

25 loan as a tax deduction or a business expense. It is\again to 
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1 (j^'v^^ that the reserve fund whether established from a 

2 plur^ity of payments, defining the first debt service, or by a 

3 single^^i^yment in the agreed upon amount of the reserve fund, 

4 would be rb4;urned to the borrowing entity at an agreed upon 

5 time, preferably, the satisfaction of the loan. Also, in 

6 either of the abovfev embodiments, significant tax deductions 

7 would be a benefit to th^\borrowing entity. This is because all 

8 of the periodic payments, re^rdless of when or how the reserve 

9 fund was established, would be made at the second higher 
ly interest rate. The amount of the P^qher interest rate on the 
11; loan would of course result in a higher\tax deduction. 

liS ^'^i^^Jh. another embodiment of the present invention, at least 

1$ partially^^own in Figure 2, a slight difference may arise from 

14 the embodimenst of Figure 1. As shown, the borrowing entity may 

1^ be one or more Danks or other lending institutions 50 located 

16=. within or directly\associated with the secondary economy 16. 

itC However in this embodrriqent, the lending entity 10 loans money 

18 directly to the one or morbv lending institutions 50, at he lower 

19 first interest rate. In turrK the local banks establish loans 

20 to customers 52 in the local currency and at the local higher 

21 lending interest rate, referred to alsove as the second interest 

22 rate. Such a modification would providb. the lending entity 10 

23 with the benefit of a wider market and greathx rate of expansion 

24 in that the one or more lending institution^ 50 within the 

25 secondary economy 16, would have the effect of\d±ilizing an 
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1 already existing distribution network by underwriting loans to 

2 existing and/or readily available clients, as at 52. The local 

3 lending institution 50 would have a greatly increased profit 

4 base inXmaking or under writing loans to their clients 52 in 

5 that loca3\bank or lending institution 50 frequently borrow from 

6 local savings and loan institutions, utilizing the local 

7 currency. Naturally, in such a situation, the lending 

8 institutions 50 would normally borrow at a significantly higher, 

9 commonly available\ lending rate when borrowing from the local 
ll savings and loan insvtitution . By borrowing from the lending 

entity 10 the lending restitutions 50 would not only enjoy the 

i% benefit of receiving theXloans in a stable currency but would 

enjoy the significantly lessVinterest rate, referred to above as 

14 the lesser, first interest raise. More specifically, the local 

lending institution 50 will obtasLn the amount of the loan from 

iB the lending entity 10 at a sign\f icantly reduced rate. The 

13 lending institution 50 would then make one or more loans to 

18 local customers 52, in the local\ currency and at the 

19 significantly higher local lending interest rate, referred to 

20 above as the second interest rate. The one Vr more customers 52 

21 would satisfy their respective loans to the landing institution 

22 50 in the local currency and at the significantlV greater second 

23 interest rate. The lending institutions 50 wouldv thereby make 

24 additional and significant profits from the differesnce in the 

25 first interest rate at which the money was originally oorrowed, 
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1 j u:om_ Lhe lending entity 10, and second interest rate at which 

2 the money was loaned out to tne plurality of lu:^ Loiuui-fe — 

3 another embodiment of the lending system, including the 

4 lending Nnodel and procedure of the present invention, is further 

5 demonstratSed in Figure 2, wherein one or more local lending 

6 institutions\50, located in a secondary economy 16, would make 

7 available a variety of clients 52 interested in obtaining low 

8 interest loans, >d.n a stable currency such as a US dollars. 

9 Accordingly, the \ending institutions 50 would make their 
is respective clients 52y directly available to the lending entity 
3:1; 10 and thereby make eac^ of the client's 52 a borrowing entity, 
1^ or a client /borrower as ais.52'. The value or economic advantage 
1^ to the lending institutions 50 would be in the form of a 
1:4 compensation package which wouvld comprise an issuance fee, paid 
IB by the lending entity 10 for\ compensation in offering its 

■US client's 52, 52* to the lendMg entity 10. Also the 

ig compensation package would include \he lending institution 50 

18 earning all the fees involved in converting the local currency, 

19 such as Dominican pesos, received revenue by the 

20 client /borrower 52, 52* into US dollars. \n addition, such a 

21 compensation package could include any interest derived from 

22 depositing the established reserve fund 26, as \iescribed with 

23 reference to the model of Figure 1, into the respective one or 

24 more of the lending institutions 50. All of the ^Dove fees 

25 and/or forms of compensation could be negotiated so as\to be 
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1 economically feasible for the local lending institutions 50 and 

2 the lending entity 10. 

3 1^^^^;^ another embodiment of the lending system of the present 

4 invention comprises the converting or swapping of pre-existing 

5 loans made\by one or more of the lending institutions 50 into 

6 stable currencw loans in accordance with the model and procedure 

7 of Figure 1. This situation would be economically feasible to 

8 the banks or other\types of lending institutions 50 as long as 

9 the mark up of the loc;al loan is less than the commissions and 
1-^ fees that the local lending institution 50 would earn when 
IJp utilizing the subject lending system, including the lending 
iSfl model and procedure, as explained primarily with regard to 
1-5 Figure 1. If the af orementioned\commissions and fees would be 
14 sufficient, it would then be feasible for the lending 
1^1 institution 50 to convert or swap thev previously established 
Ife loans with the stable currency loans incorporated within the 
i|E lending model and procedure of the present iWention. 

another embodiment and/or modification of the lending 

19 model and^fi^ocedure of the present invention comprises the 

20 application the^^^f for short term loans. When the loan is a 

21 short term loan, it iX^stablished at a first interest rate, as 

22 set forth above, plus a ^M;;emium interest" which serves as an 

23 additional assurance and protecbion for both the lending entity 

24 and the borrowing entity that the os^currence of a financial 

25 crisis and/or devaluation of the exchange^isate will not affect 
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1 -feiig^satisf action of the loan within the short term of its 

2 duration. ^Th©.ag__^^^^additional protections or assurances are 

3 provided since the lengtTr'of""---y:;^.^J^an may or may not be adequate 

4 to establish a sufficient reserve fund irT^^e manner set forth 

6 ^0^*^ i^gardless of the various scenarios used in applying the 

7 lending misdel and procedure of the present invention, an 

8 additional ben^^t to both the lending and borrowing entities is 

9 the establishment^^ various profit or benefit schedules 
1^^ representing the diffel^ence between the first and second 
1^"^ interest rate payments, for rb^ig term lending. In addition, a 
lis cost benefit analysis for short tfe;qn lending may be provided. 
iS The similar schedule or cost benefit a^lysis may be provided 

14 when the reserved fund is based on a one payhv^t option, instead 
1^ of the first and second debt service bein^v respectively 
Ife amortized over a plurality of periodically or monthl^ payments . 

15 Since many modifications, variations and changes in detail 

18 can be made to the described preferred embodiment of the 

19 invention, it is intended that all matters in the foregoing 

20 description and shown in the accompanying drawings be 

21 interpreted as illustrative and not in a limiting sense. Thus, 

22 the scope of the invention should be determined by the appended 

23 claims and their legal equivalents. 

24 Now that the invention has been described, 
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